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RECENT DISCUSSION OF TAX REFORM. 



IF it be true that economic discussions are usually the result 
of discontent with economic conditions, no further proof 
is needed of the unsatisfactory character of modern fiscal 
methods in the United States. In former years the appear- 
ance in this country of a new work on taxation marked an 
epoch. The reports of tax commissions were not only rare, 
but were for the most part fragmentary. With the increasing 
complexity of the problem, however, the literature has become 
more abundant, as well as more important ; and within the last 
year or two there have appeared several scientific works which 
discuss the theory of the subject and a number of official 
reports which reflect the growing change in public sentiment. 

In any catalogue of this recent literature the first place must 
be awarded to a work that is at once new and old — the stately 
volume of Mr. Wells, on Tlie Theory and Practice of Taxation} 
The phrase "at once new and old" is used advisedly; for the 
book is new, in that it is the result of the studies and experi- 
ences of a long and useful life devoted to public interests, and in 
that it deals with a problem which is perennially fresh ; and yet 
the work is old, because it restates doctrines that have been 
associated with the name of the author for over a quarter of 
a century, and because Mr. Wells has been so deeply immersed 
in certain parts of the problem that he has been unable to turn 
his attention to some of its newer and more important phases. 

To the merits of the book it is scarcely necessary to call 
attention. Mr. Wells had scarcely an equal in this country in 
the ability to marshal facts from out-of-the-way and recondite 
sources in an attractive manner, and to present his results in a 
style so simple and so clear that they were sure of attracting 

1 D. A. Wells, The Theory and Practice of Taxation. New York, D. Apple- 
ton & Co., 1900. — 648 pp. 
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the notice of the public ; while his long experience in dealing 
with the difficulties of fiscal administration afforded him a 
unique opportunity for approaching the problems from a prac- 
tical standpoint. Moreover, his intense Americanism, and his 
recognition of the fact that in a democracy like ours the legal 
and constitutional aspects of economic problems are of supreme 
importance, always made him careful to call attention to the 
adjudications of the courts and to consider the whole problem 
in the light of possible legal changes. 

All these characteristics of his work are well illustrated in 
the present volume. Mr. Wells has ransacked the records of 
fiscal practice, so far as they can be found in the literature of 
English-speaking countries; he gives fresh and attractive ac- 
counts of the system, or lack of system, as it exists or used 
to exist in countries so unlike as Mexico, Egypt and China; 
he draws upon his own store of rich experience in connection 
with the system of internal revenue in the United States ; and, 
finally, his quotations from the leading tax cases in the state 
and federal courts are so full, and in some respects so well 
selected, that the book possesses a value for the lawyer only 
second to that which it has for the economist. 

Nevertheless, with all its good points, the work is in some 
respects distinctly disappointing. It is not, indeed, written 
primarily for the student, and, therefore, we need not consider it 
as a shortcoming that the author's acquaintance with scientific 
literature is limited to works in English. But Mr. Wells, as 
is evident from the title, proposed to treat the subject from 
the point of view of theory, as well as of practice. Now, it is 
well known that Mr. Wells was not especially strong in theory ; 
and, whatever can be said of the work, no one can accuse it of 
over-precision in systematic treatment. A cursory examination 
of the table of contents will suffice to convihce any one of this. 
Mr. Wells possessed, indeed, so much common sense, such an 
instinct for what was practicable and expedient, that his con- 
clusions are almost always better than his theory. It might 
almost be said of him that he was often correct in spite of his 
theory, and not because of it. 
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His opinions are, as has been stated, precisely the same as 
those that were advanced by him thirty years ago ; for the waves 
of recent economic discussion seem to have dashed unavailingly 
against his adamantine convictions. Thus, we still find it laid 
down as a fundamental doctrine that taxation for any other 
purpose than revenue is confiscation. His well-founded fear of 
the use of the taxing power for promoting private, rather than 
public, purposes drove him to the length of refusing to coun- 
tenance the use of taxation for any public purpose other than 
revenue. It is significant, however, that we find in the entire 
book no allusion to the theory of high license or to the recent 
practice of American commonwealths in this respect. Mr. 
Wells is such an uncompromising partisan of free trade that 
he cannot afford to accept a principle which would even in- 
directly justify the imposition of a protective duty. 

Again, we find among the maxims of taxation our familiar 
friend, the reciprocity or protection theory. It is true that 
Mr. Wells writes rather plaintively : "This assumption, it is 
believed, has been endorsed and accepted by every writer of 
repute on economic subjects who has discussed taxation, from 
the time of Montesquieu down to a very recent period." In 
the few lines that he devotes to the " very recent " doctrine, he 
complains that the antagonism to the old theory is wholly due 
to an inadequate comprehension of the subject; but, unfortu- 
nately, he does not aid us to a more adequate comprehension. 
Of a piece with this is the repetition of his familiar opposition 
to the theory of progressive taxation. He is somewhat hard- 
pressed, however, to find facts to justify his gloomy predictions ; 
and, although he does refer in passing to the results in the 
Swiss cantons, which " are reported to have already verified the 
prophecies of the European economists," he does not attempt 
to explain how it is that the movement is commending itself 
more and more, not only to these Swiss cantons themselves, 
but to the European economists as well. 

In the discussion of the distinction between direct and 
indirect taxes we meet the venerable error that direct taxes 
are compulsory and indirect taxes are voluntary — a statement 



632 POLITICAL SCIENCE QUARTERLY. [Vol. XV. 

the inaccuracy of which has been so often and so effectually 
exposed as to need no further comment here. Although Mr. 
Wells tells us (on page 356) that the British tax system has 
been immensely improved in the past half century, through an 
extensive substitution of direct for indirect taxes, his opposi- 
tion to any income tax is so strong that on page 516 he for- 
gets what he has said before and approves Mr. Gladstone's 
statement as to the odious character of the impost which 
forms the very basis of the English fiscal system and which 
alone rendered possible the change from indirect to direct 
taxation. 

The last three chapters of the volume are devoted to a re- 
statement of the law of incidence and to the best methods of 
framing a system which will conform to this theory. Our old 
friend, the equal-diffusion theory, is again paraded in new and 
shining harness. Tucked away, however, on page 597 is a 
little sentence, the import of which must have escaped the 
notice of even the author himself. He says : " It is not, how- 
ever, contended that unequal taxation on competitors of the 
same class, persons or things, diffuses itself." A statesman 
like Mr. Wells, who has been dealing with the practical details 
of actual tax systems in each of the fifty states and territories 
of this country, ought to have seen that, when to the inherent 
difficulties of making taxes under any one government precisely 
equal are added the complications of numerous competing 
jurisdictions, a theory based upon equal taxation has a very 
remote relation to actual problems. Even on the supposition 
of equal taxation, however, the strength of Mr. Wells's position 
can be gauged by his answer to the question he proposes on 
page 586: "Would an income tax on a person retired from 
business be diffused ? " The reply is : " Yes, if the tax is 
uniform on all persons and on all amounts." For this state- 
ment the very convincing reason is adduced : " Would any one 
pay the same price for a railroad bond which is subject to an 
income tax, as he would pay for it if it was free from taxes ? " 
It is such essential incapacity to grasp a theoretical proposi- 
tion that has made Mr. Wells's reputation among scientific 
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thinkers rest on other grounds than the ability to draw logical 
conclusions from definite premises. 

And yet, with all these evident shortcomings, Mr. Wells's 
practical inferences as to reform in state and local taxation are 
in harmony, so far as they go, with those of modern investi- 
gators. We say, " so far as they go," because, for aught that is 
found in the book, there is no such thing as a corporation-tax 
problem, or even an inheritance-tax problem, not to speak of 
many of the weighty problems of interstate double taxation. 
In respect to these, Mr. Wells has slept the sleep of Rip Van 
Winkle. To the extent, however, that a large part of the 
problem is now precisely the same as it was thirty years ago, 
the new book of Mr. Wells is both welcome and timely. Let 
us read it for the good that is in it, and not complain because 
it is not ideal. It is given to few writers to be strong in both 
theory and practice. Let us be thankful that in Mr. Wells we 
have a man who is not, like so many would-be authorities, 
weak in both. 

While the book just reviewed belongs in large part to a by- 
gone generation, the collection of Studies in State Taxation} 
published by the Johns Hopkins University, is quite up-to- 
date. The studies, with the single exception of that devoted 
to Kansas, deal with Southern states — namely, Maryland, 
North Carolina, Mississippi and Georgia. As is inevitable in 
any such collection, the separate monographs are of very 
unequal merit. That of Dr. Adams on Maryland is one of 
the best. He points out that the relatively slow increase in 
the assessments of personal property is often due to other 
causes than merely the degeneration of the public conscience 
and the breakdown of the tax itself. He shows in an inter- 
esting way that some of these causes are to be found in 
changes in the theory of the tax, as well as in the growth of 
legitimate exemptions. Perhaps the most valuable general 

1 Studies in State Taxation, with Particular Reference to the Southern States. 
By Graduates and Students of the Johns Hopkins University. Edited by J. H. 
Hollander, Ph.D., Associate Professor of Finance. Baltimore, Johns Hopkins 
Press, 1900. — 253 pp. 
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conclusion that forces itself upon the reader of all these mono- 
graphs is a recognition of the fact that the United States is 
an immense empire, whose various sections are in essentially 
different stages of economic development and whose fiscal 
systems must, therefore, inevitably vary. Any conclusion which 
is true of the great industrial centres of the East and North is 
not necessarily and unqualifiedly true of those other sections. 
Just as the demand for a system of factory laws would be out 
of place in some of the Southern states, where the factory 
system does not exist, so the conclusions based upon the inad- 
equacy of a general property tax for modern industrial condi- 
tions does not hold in those sections where modern industrial 
conditions do not exist. In emphasizing these points of differ- 
ence, Professor Hollander and his students have done a good 
piece of work. It is not, of course, to be expected that the 
practical conclusions of the young authors should in other 
respects be of great scientific importance. 

II. 

In contrast to these publications by professed students of 
the problem, it may be interesting to call attention to the 
views of those charged with practical legislation on the sub- 
ject. Most of the reports of tax commissions during the past 
decade are to be found in the Eastern states, for the simple 
reason that the problem has become more acute in that portion 
of the country. It is significant that discontent is now spread- 
ing to certain parts of the West and of the South. Of the 
four tax commissions of the last year or two, all but one are to 
be found there. The problems which are beginning to vex 
these states are those with which the East has long been 
familiar : the escape of intangible personalty, the unequal 
assessment of real estate, the failure of the mortgage tax, the 
difficulties connected with the taxation of corporations and 
the problems of interstate double taxation. 

The Wisconsin Commission, 1 in their report, take up most 
1 Report of the Wisconsin State Tax Commission, 1898. Madison, 1898. — 276 pp. 
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of these topics. As is unfortunately too often the case with 
such official bodies, the Commission apologize for their unsat- 
isfactory conclusions, on the ground that the time and the 
means at their disposal were insufficient to enable them to 
elaborate any general or comprehensive plan for revising the 
system. " The vast extent and importance of the subject, and 
the practical difficulties that stand in the way of any far-reach- 
ing reform," they tell us, "cannot readily be appreciated by 
those who have not made a special study of the subject." As 
a consequence, their conclusions on matters of principle are 
negative, rather than positive. They recommend that the 
whole subject of the taxation of corporations be intrusted to 
a special commission for investigation. 

It must not be inferred, however, that the report is without 
value. It contains a good account of the origin and growth of 
the tax system, an analysis and criticism of present methods, 
and some sensible remarks as to wide-reaching reforms. The 
most cheering part of the report is the evidence that recent 
scientific discussion of the problem is beginning to produce its 
effect upon the legislators. For the first time in any of the 
Western states the Commission express doubt as to the wis- 
dom of the general property tax. They criticise it in general 
and in detail. Yet they shrink from recommending any rad- 
ical changes, for the reason that "the great majority of the 
people are still so much attached to the general property sys- 
tem that suggestions or discussions of radical changes would 
not be acted upon or considered." So, in another part, while 
the Commission fully concur in the conclusion that an attempt 
to tax personal property directly is only partially successful, 
and that so far as it is successful the law operates unequally, 
they refrain from recommending a repeal of the tax, solely for 
the avowed reason that a complete substitute has not yet been 
found. It is significant, however, that, in discussing some of 
the substitutes proposed, the Commission say : " We think it 
best to wait until a trial in other commonwealths has shown 
them to be feasible." The West, in other words, is very 
properly waiting for the reform to be inaugurated in those 
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states where the dissatisfaction is most acute ; and there is 
but little doubt that, if the problem is once solved in one 
of the important states, many of the others will soon follow 
suit. 

This conclusion of the Wisconsin Commission is quoted in 
the report of the Texas Commission, 1 which appeared a few 
months later. The Texas Commission was by no means so 
able or so well acquainted with the literature of the subject as 
that of Wisconsin, and its activity was somewhat limited by the 
provisions of the act which called it into existence. It was 
made the duty of the Commission, among other things, " to 
frame a bill or bills calculated to secure an exhaustive and 
equitable assessment of every species of property." As a 
consequence, the report only slightly considers any changes 
which would impair the principle of the general property tax. 
Nevertheless, even here there is guardedly expressed a doubt 
as to the possibility of reaching personalty. " If a time should 
come when we must admit that we cannot do it, then we 
should evolve another system and look in another direction for 
revenue for the carrying on of the machinery of government." 
The Commission searches in vain for any changes in the pres- 
ent method which hold forth any prospect of success. 

In addition to Wisconsin and Texas, Georgia has had a Tax 
Commission. The report of this Commission was, however, 
so radical that it failed of consideration by the legislature and 
was so voluminous that it never saw the light in printed form. 
It may, therefore, safely be neglected here. 

While the commissions that have thus far been mentioned 
were created in the usual manner by a special law, and were 
composed of members specially appointed by the executive, in 
New York a joint committee of both houses of the legislature 
was constituted to report on the subject, in the hope that the 
legislature would pay more attention to the recommendations 
of its own members than it ordinarily pays to the advice of 

1 Report of the Tax Commission Created by Act of March 1, 1899, to 
Inquire into the System of Laws and Regulations now in Force Affecting the 
Raising of Public Revenue, etc. Austin, 1899. — 403 pp. 
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specially constituted bodies. The report 1 of the committee 
is all the more noteworthy in that it resulted in a bill which 
was actively discussed throughout the state. 



III. 

The system of taxation in New York is the result of a long 
series of changes which have attempted, with only a moderate 
degree of success, to adapt old methods to modern industrial 
conditions. The basis of the system is still the general prop- 
erty tax. About twenty years ago, when its burden began 
to be felt severely, the legislature cast about for additional 
sources of revenue. As a result of these efforts, new taxes 
have been imposed and gradually increased, until at present 
the state relies not only on the general property tax, but also 
on the corporation tax, the inheritance (or transfer) tax and the 
excise tax. The excise tax is divided in certain proportions 
between the state and local bodies; the inheritance tax is 
levied exclusively for state purposes ; while corporations are 
assessed for local purposes on their property, but pay to the 
state a special tax levied either on capital stock or on gross 
receipts. Finally, the recent special franchise tax law imposes 
an additional burden for local purposes on a specific class of 
corporations. 

The difficulties and defects of the present system have often 
been pointed out. They may be summed up thus : unequal 
taxation of real estate, the escape of personal property and 
a haphazard method of securing revenue from corporations. 
Without going into details, the net result of the present 
methods of taxation is, in general, that those chiefly pay 
who ought not to pay, while those escape who ought really to 
bear the burdens. It may be said at once that the remedy 
for this does not, as is claimed by many so-called "reformers," 
consist simply in the abolition of the personal property tax. 
The farmers will never consent to this ; and they ought not to 

1 Report to the Legislature of New York by the Joint Committee on Taxa- 
tion, January 15, 1900. — 26 pp. 
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consent, unless the tax is replaced by some other impost which 
will reach the abilities of others to pay their fair share to the 
public. 

The first step in any reform is obviously the separation of 
state from local revenues. If the entire state revenues could 
be secured from some other source than the general property 
tax, three great results would be accomplished. In the first 
place, the unseemly quarrels between the counties, due to the 
desire of each to assess its wealth at a lower figure than its 
neighbor, would cease. In the second place, since the burden 
of the farmer would be diminished by the suppression of the 
state tax on property, he would no longer feel that he was paying 
the city man's share and would listen with greater readiness 
to a proposition for a more equitable division of the purely 
local burdens. In the third place, if the state revenues were 
raised entirely through the so-called "indirect " taxes on person- 
alty, in the shape of a corporation tax, an inheritance tax and 
a tax on other forms of securities, it would be a far simpler 
task to bring about an adjustment of local revenues on the 
basis, not of a general property tax, but of a tax on real estate, 
together with a few specific imposts on the elements of taxable 
ability that are neglected by the state and the nation. If we 
should add to this a reform of the taxes on corporations, 
whereby they would be reached for state purposes, according 
to a system which should leave no room for arbitrariness or 
for injustice as between domestic and foreign corporations, and 
whereby they would be taxed for local purposes only on their 
real estate (including in this real estate, for the so-called " muni- 
cipal monopolies," the value of their franchises), we should 
then have taken great steps in advance and should have come 
closer to a realization of the old ideal from which we. have 
departed — the taxation of every one according to his ability. 

The New York committee on taxation, which was composed 
of able and enlightened legislators, grasped this situation and 
declared their belief in this ultimate ideal. They thoroughly 
realized that the first step was to separate state from local 
sources of income. The problem before them was to secure 
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an additional revenue of from ten to thirteen million dollars 
annually, the sum which had been yielded during the past few 
years by the general property tax, and which amounted to some- 
what over one-half the entire income of the state. A thoroughly 
scientific scheme would most probably have made it possible 
to secure this additional revenue through a complete recon- 
struction of the corporation tax, the inheritance tax and the 
excise tax ; but the difficulty of accomplishing anything ideal 
under practical political conditions is well illustrated by the 
state of affairs in. New York. To have reserved for state pur- 
poses the entire produce of the excise tax — which would mean 
an increase of $8,000,000 in the state revenues — would have 
intensified the opposition of one political party to this tax, 
which is already disliked because the entire yield and adminis- 
tration are not reserved to the localities. Secondly, an increase 
of the inheritance tax seemed out of the question at this par- 
ticular juncture, because of the recent and unfortunate entrance 
of the national government into this field. Thirdly, a recon- 
struction and increase of the state corporation tax, which would 
have necessitated a partial diminution of the local corporation 
tax, would have encountered the difficulty that certain of the 
minor local divisions, like school districts, secure almost their 
entire revenue from a few corporations. This proposition 
would, therefore, have set up in arms a large part of the rural 
population and would, moreover, have evoked the serious oppo- 
sition of the large corporations themselves, which find it easier 
to deal with the local officials than with representatives of 
the state treasury. Thus the path of progress was beset by 
obstructions on all sides. The committee, therefore, in order to 
have only one fight at a time, decided to suggest, in addition 
to a few minor changes, the imposition of a state tax on mort- 
gages. Their proposition was, in short, to abolish the present 
law, which provides for the taxation of mortgages as a part of 
personal property, both for state and for local purposes, and to 
substitute for it a tax of one-half of one per cent, to be levied 
only for state purposes. It was estimated by the committee 
that this would yield about $10,000,000. 
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The mortgage-tax proposition gave rise to heated debate 
throughout the state. The unintelligent advocates of the tax, 
who believe that a tax will always rest at the point of original 
impact, supported the proposition on the general theory of hit- 
ting the wealthy who now escape. The unintelligent oppo- 
nents of the tax sought to show that it would be a burden on 
the poor man, because he puts his accumulations in the savings 
banks, which are virtually limited in their investments to mort- 
gages on New York realty. The real-estate brokers in the 
cities, although somewhat divided among themselves, in the 
main believed that the new tax would interfere with their 
business and therefore joined in the opposition. The whole 
question was really a practical application of the theory of the 
incidence of taxation. 

The problem was a difficult one. In its solution the follow- 
ing considerations seem to be of importance. It is undoubtedly 
true that, if the mortgage tax were an entirely new institution, 
it would ordinarily be shifted from the mortgagee to the mort- 
gagor — that is, from lender to borrower. This is in accord- 
ance with the general proposition that an exclusive or special 
tax on any one kind of capital will, other things being equal, 
be shifted from lender to borrower. The limitations on this 
principle arising from special cases of friction may be neglected 
in this place. The difficulty of the problem arises from the 
fact that the proposed tax was only to a limited extent a new 
tax. Under the law as it now stands, mortgages are tax- 
able as personal property. Moreover, they are taxable at the 
local rate, ranging from two and one-half to three per cent ; 
while under the proposed law they would be exempt from taxa- 
tion for local purposes and would be taxed for state purposes 
at the rate of only one-half of one per cent. It would, there- 
fore, seem on the face of the matter that the bill provided for 
a reduction of the tax on mortgages and, to this extent, for a 
reduction of the burden on the landholder. But this theory 
overlooks the fact that, although mortgages are taxable, they 
are not in practice generally taxed. The question, therefore, 
becomes one of fact. If mortgages completely escape taxation 
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at present, the new tax would mean an increase of burden on 
the landowner. If, on the other hand, mortgages are taxed at 
all at present, the new tax would mean, to this extent, a remis- 
sion of the burden on the landowner. The whole controversy 
practically turned upon the question as to which of the two 
alleged facts is true. 

Unfortunately, there were no scientific methods of ascertain- 
ing the truth. Where mortgages are reached, they are taxed 
as part of a man's personalty. No separate reports are made. 
We are therefore thrown back upon general considerations. 
Here it is necessary to distinguish between the rural districts 
and the large towns. In the country districts it is a matter of 
familiar knowledge that mortgages are occasionally discovered 
by the assessor. No village capitalist who is asked to loan money 
on a mortgage fails to take into consideration the possibility of 
being hit by the assessor on the mortgage. The risk is not a 
great one, for otherwise he would not loan money at all on 
mortgages without being fully secured against the probability 
of assessment. But the risk is present to some degree, and the 
lender consequently charges, over and above the ordinary rate, 
a risk premium. What this is, it is impossible to ascertain sta- 
tistically, with precision. The best opinion seems to be that it 
is not much less than one per cent. In other words, lenders 
exact about one per cent additional, from fear of being discovered 
and taxed at the local rate of three per cent. The high rate of 
interest on country mortgages is to be explained in part, no 
doubt, by this fact. In the large cities, on the other hand, it 
is true that the bulk of the mortgages in the hands of insurance 
companies, trust companies, savings banks and like corporations 
are not assessed. It must be remembered, however, that it is 
precisely in the large cities that we have the growing number 
of trust estates, the moneys of which are invested in mortgages 
and taxed as such to a continually increasing extent. Thus, 
even in the large cities, some mortgages, though what propor- 
tion they bear to the total number cannot be known, are actually 
reached. It is not unreasonable to assume that, if mortgages 
were absolutely exempt, the rate of interest would be somewhat 
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lower than it is at present. Some of the financial experts in 
Wall Street asserted that the diminution would be at least 
one-half of one per cent. 

If, therefore, we take the state as a whole, it must be con- 
cluded that the legal liability of mortgages to taxation is accom- 
panied by a partial, even though slight, actual liability. If the 
mortgages were actually taxed, the rate of interest would be 
higher by two and a half to three per cent — the full amount 
of the local tax. If only one mortgage out of five or six is 
actually taxed, — not a violent assumption to make, — the rate 
of interest on mortgages is higher by one-half of one per cent 
than it would otherwise be. Under existing circumstances, it 
thus appears probable that the risk premium is about one-half 
of one per cent. As the new bill simply substituted a definite 
tax of one-half of one per cent for the risk premium of approxi- 
mately the same amount, it ought not to have increased the 
rate of interest on mortgages. 

Even if this calculation is erroneous, however, and even if 
the actual risk premium were less than one-half of one per cent, 
it does not follow that the new mortgage tax would actually 
raise the rate of interest. Competent financiers have pointed 
out that New York mortgages would probably become a favor- 
ite form of investment. Many individuals would welcome 
the opportunity of investing funds in a species of property 
which would be taxed at so low a figure, when compared with 
the ordinary local rate. This large influx of capital seeking 
such a favorable form of investment would of itself tend to 
reduce the rate of interest ; so that, even though there might be 
a tendency for the new tax to be shifted to the borrower, this 
tendency would probably be counteracted by the increased sup- 
ply of capital seeking new investment. Thus, in the long run, 
there seems to be some ground for the contention that the rate 
of interest on mortgages would probably not increase. 

It was, however, exceedingly difficult to overcome the antago- 
nism which is always found in fully developed industrial com- 
munities to any special tax on some one kind of securities. The 
argument that the conditions would not be any worse than they 
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are at present was met by the claim that an entire exemption 
of mortgages would decrease the rate of interest and thus 
improve the condition of the necessitous borrower. Moreover, 
the building and loan associations were considerably exercised, 
because they thought that the projected tax would seriously 
diminish their sphere of usefulness. The community as a 
whole was so evenly divided on the proposition that the out- 
come of the agitation for a long time appeared doubtful. The 
majority of the rural districts favored the scheme for many 
reasons. The savings banks opposed it, although the chief 
officer of their association declared that their opposition was 
unreasonable and unscientific. The influential class of real 
estate men in the cities were generally opposed to the scheme, 
because they dreaded anything that might be interpreted as a 
check to dealings in land, whether mortgaged or not. It is sig- 
nificant, however, that some of the largest builders and most 
important operators in New York City maintained that the 
fears were ungrounded and declared themselves uncompromis- 
ing advocates of the scheme. The ordinary man found the 
problem too subtle for any conclusion whatever. 

Under these circumstances, the prospects of success would 
have been by no means poor, had it not been for two important 
factors. The first was the approaching presidential campaign. 
As the outcome of the scheme was not predictable with accu- 
racy, the political managers shrank from legislation the results 
of which might under some conceivable circumstances arouse 
widespread antagonism. With them inaction seemed far prefer- 
able to any kind of action. A leap in the dark was at all costs 
to be avoided. More important than this influence, however, 
was that of the large corporations. In New York the corpo- 
rations are not at present subject to any taxation on their 
bonds, although in Pennsylvania and in many other states no 
such exemption exists. The mortgage-tax bill would have very 
effectually reached corporations through this class of securities. 
Corporate influence was, accordingly, arrayed against the meas- 
ure and was successful in securing an amendment to the bill 
exempting from the operations of the law those mortgages which 
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bear less than four per cent. As some of the largest corpora- 
tions had just converted their bonded indebtedness at a lower 
rate than this, the amendment would virtually have meant the 
complete immunity of these enterprises. The injustice of letting 
the large corporations go scot-free, while hitting the small and 
necessitous borrower, was so obvious that it sufficed to kill the 
bill. The law, as emasculated, would have been very much 
like the income tax law of 1894 after the first adverse decision 
of the supreme court. 

IV. 

The mortgage-tax bill, as it was called, was assuredly not a 
perfect measure. Among the chief shortcomings which would 
have appeared to plague the inventors of the scheme was its 
entire lack of elasticity. The committee estimated that the 
yield of the tax would be about $10,000,000; but it is likely 
that they underestimated the amount of mortgage indebtedness 
in the state and that the yield would have been considerably 
greater. The result would probably have been a surplus so 
large as to encourage an era of extravagant appropriations. On 
the other hand, as the result of unforeseen conditions or of 
waves of sudden economic changes, the revenue might from 
time to time have turned out to be inadequate for the purpose 
of meeting the state expenditures. Under the present system 
the general property tax, with all its faults, has this one indubi- 
table advantage — • that only so much is raised from year to year 
as is necessary. The amount needed is first ascertained and the 
rate of the tax, which varies annually, is then easily calculated. 
With the mortgage tax the procedure would have been the 
reverse. The rate would have been fixed, and the amount 
raised would have borne no definite proportion to the common- 
wealth needs ; so that there would necessarily have been an 
annual surplus or an annual deficiency. No provisions were 
made for disposing of either the one or the other. 

In the second place, the mortgage-tax bill was confessedly 
only a half measure. It was advocated by its authors, not as an 
independent scheme, but as the first step in a larger plan of tax 
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reform, which must rest upon a separation of state and local 
revenues. The irony of the situation, however, was that a com- 
plete reform of the whole system was politically impracticable, 
and that this first bill was inevitably judged upon its own merits 
and not as a part of a larger scheme which could not well be 
propounded. Every one throughout the state applauded the 
resolution of the committee to seek for a separation of state 
from local revenue ; but no matter what proposition the com- 
mittee might have made, it is quite certain that some particular 
class would have felt its interests jeopardized, and would have 
cried out : " Why not hit the others, instead of us ?" 

The experience of the New York contest brings out in clear 
relief the difficulties alike of any partial and of any complete 
reform of present methods of taxation. In no civilized country, 
perhaps, is there to-day more discontent with fiscal conditions 
than in the American industrial centres. Yet the economic 
interests of various classes in the community seem to be so 
entirely at variance as to render agreement upon any particu- 
lar scheme a work of extreme difficulty. There is, however, 
one encouraging lesson to be drawn from the history of the 
contest. For the first time in American experience the prob- 
lem of the separation of state and local revenues — the very 
corner stone of any edifice of reform — has been brought prom- 
inently before the public mind, and it is destined to remain 
there. In the present temper of the American people, and in 
the present conditions of American economic and political life, 
it is idle to suppose that every item of a man's income or prop- 
erty can be reached through any system of direct imposition. 
All that we can hope to do is to reach the various classes with 
substantial justice. If we levy a tax on real estate and join to 
it a well-considered system of taxes on corporations, on inheri- 
tances, on securities and on business profits, levied not on the 
individual but indirectly on the evidence of property owned by 
the individual, we shall be as close to justice as is practicable 
at present. In order to prepare the way for this system, toward 
which the most advanced American states are slowly groping, 
the ground must first be cleared ; and it can be cleared only 
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through a divorce of state from local revenue. This is the chief 
practical problem to which the New York committee and the 
New York legislature directed their efforts last winter. This 
goal once gained, the future steps would be comparatively easy. 
The New York committee sought to avoid the danger of 
attempting too much at once, in the fear that its efforts would 
go the way of all former ambitious and comprehensive schemes. 
The plan failed because it was at once too radical and yet not 
radical enough. The bill was defeated because it exceeded the 
desires of some classes without satisfying the aspirations of 
others. It is not hazardous to predict, however, that the fun- 
damental idea of the bill will be incorporated sooner or later in 
another project which, while different in form, will retain the 
essential principle of segregation of source. The crying need 
of tax reform is everywhere conceded. We may differ about 
the ultimate ideal ; but unless we all agree upon the first step, 
no ideal of any kind can be attained. 

Edwin R. A. Seligman. 



